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Manufacturers 


Canada 


nde Beience ne 
a Canada 


Industrie, Sciences et 
Technologie Canada 


Regional 
Offices 


Newfoundland 


Parsons Building 

90 O'Leary Avenue 

P.O. Box 8950 

ST. JOHN'S, Newfoundland 
A1B 3R9 

| Tel: (709) 772-4053 


| Prince Edward Island 


Confederation Court Mall 
Suite 400 
134 Kent Street 
PO. Box 1115 
CHARLOTTETOWN 
Prince Edward Island 
C1A 7M8 

Tel: (902) 566-7400 


Nova Scotia 


1496 Lower Water Street 
| PO. Box 940, Station M 
HALIFAX, Nova Scotia 
B3J 2V9 

Tel: (902) 426-2018 


| New Brunswick 


770 Main Street 
POBox 
MONCTON 

New Brunswick 
E1C 8P9 

Tel: (506) 857-6400 


PU 3098 


- Quebec 


Tour de la Bourse 


| PO. Box 247 
' 800, place Victoria 


Suite 3800 
MONTREAL, Quebec 
HZ 1£8 


| Tel: (514) 283-8185 


Ontario 


Dominion Public Building 
Ath Floor 
1 Front Street West 


| TORONTO, Ontario 


M5J 1A4 


_ Tel: (416) 973-5000 


Manitoba 


330 Portage Avenue 


' Room 608 
| PO. Box 981 


WINNIPEG, Manitoba 


PREG 2V2 
Tel: (204) 983-4090 


| Saskatchewan 


105 - 21st Street East 


| 6th Floor 
| SASKATOON, Saskatchewan 


S7K 0B3 
Tel: (8306) 975-4400 


| Alberta 


| Cornerpoint Building 


Suite 505 


|} 10179 - 105th Street 


EDMONTON, Alberta 


| 15u:3S8 
| Tel: (403) 495-4782 


| British Columbia 


Scotia Tower 

9th Floor, Suite 900 
PO. Box 11610 

650 West Georgia St. 


| VANCOUVER, British Columbia 


V6B 5H8 
Tel: (604) 666-0434 


Yukon 


108 Lambert Street 
Suite 301 
WHITEHORSE, Yukon 
VIA TZ2 

Tel: (403) 668-4655 


Northwest Territories 


Precambrian Building 
PO. Bag 6100 
YELLOWKNIFE 
Northwest Territories 
X1A 1C0 

Tel: (403) 920-8568 


For additional copies of this 
profile contact: 


Business Centre 

Communications Branch 

Industry, Science and 
Technology Canada 

235 Queen Street 

Ottawa, Ontario 

K1A 0H5 


Tel: (613) 995-5771 


FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, ina Summary form, the 
Current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested In 
Canadian industrial development 
and serve as a basis for discussion 
of industrial trends, prospects and 
Strategic directions. 
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1. Structure and Performance 


Structure 
The soft drink manufacturing industry manufactures non-alcoholic carbonated 
beverages as well as concentrates and syrups used to make soft drinks. 

The manufacture and distribution of carbonated soft drinks in Canada 
are based on a franchise system which characterizes the soft drink industry 
worldwide. The system provides a soft drink bottler with a defined market 
area and exclusive manufacturing and distribution rights within that area. 

The bottler is restricted to purchasing the proprietary formula concentrates 
and syrups from a single source — the franchise company (franchisor) 
which holds the registered trademark of a number of soft drink brands. 
The franchisor establishes pricing policies and provides overall marketing 
and brand promotion support. 

Major franchisors are Coca-Cola Ltd., Pepsi-Cola Canada Ltd., Seven-Up 
Canada Inc., Cadbury Schweppes Canada Inc., Crush Canada Inc. and Canada 
Dry Limited. They are foreign-owned and have a manufacturing presence 
in many countries. Most of the bottlers, however, are independent Canadian- 
owned businesses, although some of the franchisors also have bottling 
facilities in Canada. The industry is dominated by Coca-Cola and Pepsico, 
whose many branded products account for an estimated 70 percent of 
the market. 

Packaging materials, flavour syrups and concentrates are the major cost 
components in the manufacture of soft drinks. Packaging materials represent 
35 percent of the production cost while syrups and concentrates account 
for almost 30 percent. The soft drink industry purchases 28 percent of 
the metal cans and 15 percent of the glass bottles consumed by Canadian 
manufacturing industries. Sugar represents only 10 percent of the cost 
of production but accounts for 25 percent of total domestic sugar use. 

In 1987, there were more than 150 establishments employing 
approximately 12 000 people throughout Canada. The industry, however, 
is concentrated in the major markets of Ontario and Quebec. In the same 
year, the industry produced more than 20 million hectolitres of soft drinks 
with a shipment value in excess of $2 billion. 

Soft drinks are packaged in returnable-refillable glass bottles, non- 
returnable glass containers, cans and PET (plastic) bottles. They are also 
sold in bulk for use in soda-fountains. Refillable containers account for almost 
35 percent of the market, non-returnable containers for 42 percent and bulk 
for 23 percent. Products are sold through retail stores for the "take home" 
market and through hotels, restaurants and institutions (HRI) and vending 
machines for the "on-premise" market. The "take-home" market is the 
largest segment, accounting for an estimated 70 percent of sales. 
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The soft drink industry does little international 
trade in the finished product. Both the current 
structure of the franchise system and the high- 
volume, low-value nature of the product militate 
against trade in soft drinks. Soft drink concentrates, 
however, are generally produced in low-cost 
countries and shipped internationally. Most soft 
drinks in Canada are produced from imported 
concentrates. The value of imports in 1987 
amounted to $46 million worth of soft drink 
concentrates. More than 80 percent originated 
in Puerto Rico and 10 percent originated in the 
United States. In 1987, the industry exported 
concentrates valued at $6.4 million — of which 
more than 90 percent were to the United States. 

This profile deals primarily with the soft drink 
industry. In certain instances, however, only 
combined data which include both soft drinks and 
a limited number of bottled water establishments 
are available. The bottled water industry is a growing 
competitor to the soft drink industry. It is not 
structured on the franchise system but consists 
of a number of smaller independent companies. 

The largest domestic producer of bottled water is 
Montclair, owned by Nestle S.A. of Switzerland, with 
operations throughout Canada. Some large soft drink 
manufacturers, such as Pepsico, are now entering 
the bottled water market to complement their lines 
of carbonated beverages. 


Performance 

Per capita consumption of soft drinks has grown 
steadily since 1980 and is now almost 25 percent 
higher than six years ago. Consumption of other 
non-alcoholic beverages such as milk, tea, coffee 
and cocoa has declined slightly. Fruit juice sales have 
fluctuated but grown since 1985, albeit at a slower 
rate than the four percent rate for soft drinks. 

The market is highly competitive and the intense 
promotional and price competition spawned by the 
"Cola Wars" has kept profit levels low. Soft drink 
manufacturers’ profit after-tax levels have declined 
from 4.1 percent of sales in 1973 to a low of 
1.6 percent in 1985. Some recovery Is taking 
place, but soft drink industry profits remain below 
the average for the beverage sector (including 
breweries, wineries and distilleries). 

The consumption of soft drinks was affected 
negatively by the ban on cyclamates and saccharin 
used to produce diet soft drinks. The then-existing 
alternatives for artificial sweeteners were not totally 
satisfactory. The introduction of aspartame, however, 
has contributed to a resurgence in diet drink sales 
and resulted in an overall increase in consumption 
of soft drinks. Diet drinks now account for an 
estimated 20 percent of the market and are 
growing at approximately 11 percent annually — 

a rate which exceeds the overall industry growth 
rate. Consumption levels are not consistent 
across Canada, with diet drinks less popular in 
Newfoundland and Quebec. However, recently 
their consumption in Quebec has grown at above- 
average rates (more than 25 percent since 1986) 
indicating that diet drinks may soon be as popular 
there as elsewhere in Canada. 

The generally increasing popularity of diet 
drinks may also have contributed to reduced 
industry profit levels, as the cost of producing diet 
drinks is higher than for regular soft drinks. Franchise 
companies have established pricing practices which 
set the retail price for both diet and regular products 
at the same level. 

Franchisors have tended to follow a pattern 
of acquiring other soft drink companies or beverage 
companies, related firms in the fast-food trade, or 
previously independent bottling operations. This 
activity serves to increase market shares through 
brand acquisition, increase marketing flexibility 
and market outlets, and consolidate operations. 

Bottlers, too, have moved to acquire other 
bottlers in nearby franchise territories. This practice 
has decreased the number of establishments to only 
150 in 1987. Acquisitions help bottlers expand their 
market areas and achieve the higher production 
efficiencies required to justify the cost of the new 
PET (plastic) packaging lines or high-speed can lines. 
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2. Strengths and Weaknesses 


Structural Factors 

Within the beverage industry, the franchise 
system is unique to soft drinks. The Canadian model 
is the same one used by major franchisors in the 
United States and throughout the world. 

In Canada, soft drinks have traditionally been 
sold in returnable-refillable bottles. Transportation 
costs of bottles impose certain restrictions on the 
market area which can be served profitably from any 
establishment. In addition, Canada's population is 
broadly dispersed. Canadian facilities do not benefit 
from the economics of scale achieved by those 
located in more densely populated countries. As a 
result, the average value-added per employee for the 
Canadian industry is approximately 20-percent lower 
than the average for the American industry. Salaries 
and material costs for the two are comparable. 

Soft drink production costs can be reduced 
through economies of scale. Increasing consolidation 
has occurred in the United States and the Canadian 
industry has followed suit. At the same time, 
returnable-refillable glass containers are being 
replaced with less costly, recyclable formats. 

For example, the large PET (plastic) bottle can 
be produced at the same establishment which 
manufactures soft drinks. A large volume 
throughput, however, is required. 

Canadian policy makes sugar available to soft 
drink manufacturers at world prices. This policy 
makes Sugar economical to use and has slowed the 
adoption of high-fructose corn syrup (HFCS), a corn- 
derived alternative sweetener. U.S. manufacturers 
face higher sugar costs, which make the use of 
HFCS more attractive. 

While brand recognition and loyalty are important 
in all consumer product industries, brand promotion 
is particularly intense within the soft drink industry. 
The high level of promotion makes it difficult for other 
beverages to position themselves against major soft 
drinks and makes the cost of entry for potential 
newcomers high. 


Trade-related Factors 

International trade within the soft drink industry 
is not significant and is generally limited to proprietary 
formula syrups and concentrates. These are 
produced in low-cost countries and shipped to 
bottling establishments throughout the world. 

The nature of the franchise system largely precludes 
trade in finished goods. 

Tariff levels are relatively significant in Canada, 
ranging from 10 percent ad valorem for flavourings 
and concentrates to 17.5 percent for soft drinks 
and flavoured waters. U.S. tariff levels range 
from $US0.01 per gallon for ginger ale, lemonade 
and ginger beer to $USO.15 per gallon for other 
soft drinks. 
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Shipments Employment 
($ millions) (persons) 
1900 eee . sty 12 600 
1700 12 400 
1500 12 200 
1300 12 000 


1982 1983 1984 1985 1986* 
Shipments 


EMployMent —_— ae ee ee mee 


Total Shipments and Employment 
* Employment for 1986 is ISTC estimate. 


Under the Canada-U.S. Free Trade Agreement 
(FTA), tariff levels for flavourings and concentrates 
and other flavoured waters or soft drinks will 
be reduced to zero over the next 10 years. 


Technological Factors 

The Canadian soft drink industry does little 
product research. The most recent advances 
in North America have been in new product 
development, with most of the activity carried 
out by franchise companies. These results are 
then made available to Canadian bottlers. However, 
the Canadian soft drink industry carries out a 
significant level of research on environmental 
waste-management issues. 

New product introductions have included "diet" 
or “caffeine-free" versions of popular brands. New 
products which include some real fruit juice have 
been developed by major companies to respond to 
consumer interest in nutritious foods and to compete 
against the juice segment of the beverage industry. 
Smaller companies in the industry have developed 
unique products such as “Jolt” (with twice the 
caffeine of regular colas and "real" sugar) and 
Scottish cola. 

Innovations in beverage processing are generally 
developed by equipment manufacturers. Speed 
and efficiency of bottling can reduce the cost of 
production. Computer-controlled, in-line blending 
has also been introduced in some plants to reduce 
costs. It increases the accuracy of proportioning 
concentrates and reduces ingredient handling while 
producing a more uniform product. Larger production 
facilities have installed equipment for forming plastic 
bottles in-plant. Canadian bottlers have adopted 
these new processing techniques when the scale 
of their operations has warranted the capital 
investment. Because of the ready international 
exchange of information, the Canadian industry 
uses the same product and production technology 
used in other countries. 
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3. Evolving Environment 


Carbonated soft drinks are the third-most-popular 
beverage in Canada after coffee and milk. Canadian 
per capita consumption is 87 litres (compared to 
158 litres in the United States, where soft drinks 
have now become the most popular beverage, 
believed to exceed even water in terms of 
consumption). Canadian consumer preferences 
are moving from warm to cold beverages and 
towards drinks which are perceived to be "healthy." 
Beverages are the most popular snack item and 
snacking is on the increase. These trends will 
likely contribute to continued growth for the 
soft drink industry. 

In addition to inter-brand competition, future 
competitors are expected to be pure fruit juices and 
flavoured, natural bottled waters. Despite this, the 
industry projects that by 1990, carbonated soft drinks 
will become as popular in Canada as they now are 
in the United States. The industry growth rate for 
1988 was in the range of 10 percent — a rate more 
than twice historic levels. Sales volumes are 
expected to continue to increase dramatically. 

As the industry adjusts to the rapid growth and 
related marketing demands, its structure is expected 
to change significantly. Corporate concentration and 
consolidation of operations are expected to continue, 
and may even accelerate. 

lf world sugar prices rise to the point that 
the Canadian domestic high-fructose corn syrup 
(HFCS) price becomes more competitive with sugar, 
Canadian manufacturers could make the transition 
to HFCS by adopting the processing equipment and 
techniques currently used by their U.S. counterparts. 

Returnable-refillable bottles have been the most 
prominent package format in Canada, generally 
because of nation-wide environmental waste- 
management policies. In 1979, incidents involving 
injuries from exploding bottles caused the glass 
1.5 litre container to be removed until a modified 
plastic-coated bottle could be introduced. The search 
for a replacement, coupled with advancements in 
recycling programs and techniques, has increased 
the popularity of other containers. 

Cans and PET (plastic) bottles, both of which 
can now be recycled, meet the needs of specific 
consumers and are therefore increasingly replacing 
more fragile and costly glass containers. Together, 
they accounted for more than 52 percent of the 
market in 1986, compared to a 49 percent share in 
1985. By comparison, refillable glass bottles declined 
to 36.9 percent from 41.8 percent during the same 
period. This trend is expected to continue and may 
affect overall demand for glass containers. The shift 
in containers will likely contribute to more industry 
consolidation because of the large capital investment 
needed to change these packaging formats. 
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Under the FTA, reductions in tariffs may 
reduce input costs slightly. Overall, however, the 
FTA is expected to have little impact on the soft 
drink industry because of the limited trade in 
finished products. 


4. Competitiveness 
Assessment 


The Canadian soft drink industry is domestically 
oriented, regionally distributed and based on a 
franchise structure. These characteristics are not 
expected to change, although industry consolidation 
will result in fewer establishments serving larger 
market areas. Consolidation will contribute to 
improved production efficiencies and lower costs. 
New package formats will be used to reduce 
transportation costs. 

The soft drink industry will continue to be 
dominated by major franchise companies, and 
competition between them will continue to be fierce. 
High promotional expenditures, price competition 
and new product launches will keep industry profits 
low. The industry is currently competitive with other 
beverage manufacturers and is expected to remain 
so in the longer term as it gains a greater portion of 
the market. The industry will be largely unaffected 
by the FTA. 


For further information concerning the subject 
matter contained in this profile, contact: 


Service Industries and Consumer Goods Branch 
Industry, Science and Technology Canada 
Attention: Soft Drink Manufacturers 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


(613) 954-2934 


SOFT DRINK 


MANUFACTURERS 


5 INDUSTRY PROFILE 


PRINCIPAL STATIEtIOG SIC(s) COVERED: 1111 (1980) 


ISAS} 1982 1983 1984 1985 1986 


Establishments* Ske}7/ 203 188 187 187 170° 
Employment ewisy Deby Pi WAS) WAS AO OOE 
Shipments ($ millions) 483.1 13183 1485.4 1588.4 1 790 1 830 

(million hectolitres) N/A 16.7 17.6 18.6 19.8 Zalee 
Gross domestic product 

(constant 1981 $ millions) 658.3 487.7 443.3 530.6 585.8 661.1 
Investment ($ millions) 36.1 73.4 61.4 75.9 108.2 98.5 
Profits after tax ($ millions) DDS 36.0 40.0 61.0 8240 81.0 

(% of income) 4.1 BES 228 BB 1.6 3.8 


1973 1982 1983 1984 1985 1986 


Exports ($ millions) 0.1 OR 0.4 0.4 0.9 4.9 
Domestic shipments ($ millions) 483 1 318 1 435 1 588 1 789 1 825 
Imports ($ millions) D 18 7 30 57 48 
Canadian market ($ millions) 485 | SSE (p42 1618 1 846 Wiese: 
Exports as % of shipments 0.02 0.02 0.03 0.03 0.05 0.27 
Imports as % of domestic market 0.4 1.4 12 1.9 oul ES 
Source of imports WLS: EAC Asia Others 
(% of total value) 
1982 50 2 1 47 
1983 47 2 — 51 
1984 26 23 — 51 
1985 13 8 — 79 
1986 14 4 — 82 
1987 10 5 1 84 
Destination of exports UES Exe Asia Others 
(% of total value) 
1982 10 — 65 DS 
1983 21 6 47 26 
1984 44 6 15 85 
1985 62 3 20 15 
1986 94 1 3 2 
1987 94 1 3 2 


(continued) 
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Atlantic Quebec Ontario Prairies BAC. 
Establishments — % of total Bhs 34.5 Sled. 16.7 WAS 
Employment — % of total 10.6© 28.1 Sow 18.6 UB 
Semen — % of total ; 10.0¢ 23.6 42.4 16.3 Wk 
Name Ownership Location of Major Plants 
Coca-Cola Ltd. American Major centres, all regions 
peetean Canada Ltd. American Major centres, all regions 
Seven-Up Canada Inc. American Major centres, all regions 


e ISTC estimate 


* Includes some establishments which produce bottled water 


N/A Not available 
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